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Report Overview - Introduction and Background 


The Langeberg Municipality appointed INCA Portfolio Managers in 2015 to prepare a Long Term Financial Plan. The report was entitled Langeberg 
Municipality. Long Term Financial Plan: 2016 - 2025 ; August 2015. This 2016 Update aims to review the conclusions reached in 2015 based on the latest 
available information and report on the findings. 

The objective of the Plan is to recommend strategies and policies that will maximise the probability of the municipality’s financial sustainability into the 
future. This is achieved by predicting future cash flows and affordable capital expenditure based on the municipality’s historic performance and the 
environment in which it operates. 

A summary of the demographic-, economic- and household infrastructure perspective was updated with the latest available information as published by iHS 
Global Insight. The historic financial analysis was updated with the information captured in the municipality’s unaudited financial statements of 30 June 2016. 
INCA Portfolio Managers’ Capital Investment Model was populated and run with this latest information, and the outcome thereof is reported herein. In 
particular the capital budget assumptions and funding mix assumed by the municipality for the 3 years from 2016/17 to 2018/19 were accommodated in the 
revision of the model. 

Unlike the original assignment, no renewed analysis of the Asset Register, review of municipal documents (viz. IDP, Master Plans, etc.) and conversations 
with management were undertaken. The conclusions reached in this report are complimentary to the recommendations made in 2015. 

The contents of this report entail the following: 


1 

Planning Process 

2 

Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 

Updated Historic Financial Assessment 

4 

Future Revenues 

5 

Affordable Future Capital Investment 

6 

Scenario Analysis 

7 

Ratio Analysis 

8 

Conclusions 
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Process 

The diagram below illustrates the steps in the process that were followed 
in 2015 and the steps updated in 2016: 
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The diagram below illustrates the process followed to determine the 
affordable future capital expenditure. Future projected municipal revenues 
are estimated by applying the relationship: 

Revenue = f (Economy (i.e. GVA 1 ), Population) 


1 GVA = Gross Value Add 


The cash available for capital investments is then determined by deducting 
operational expenditure, debt service amounts as well as liquidity- and capital 
replacement requirements from the projected revenue. 


Operational Grants 


New Debt Service 

l 


L 


New Loans 


Capital Grants 


Revenue = f (GVA, Population) 



! 

1 

Real Revenue 

\ 

f 

Nominal Revenue 

\ 

f 

Less: Operational Expenditure 


Net Cash for Year 

\ 

i 

Free Cash Flow 


f 

_ 

Residual Cash 

\ 

t 

CAPEX 

Investment 

- 7 

\ _ 

o 

Capital 

Contributions 


3 - 


r* 


Existing Loans 


- 7 

l - 

Debt Service 




Cash Backed 


e 

Liquidity Reserve 


CRR 


I 


Prepared by INCA Portfolio Managers 4 | P a g e 









































































1 

Planning Process 

2 

Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 

Updated Historic Financial Assessment 

4 

Future Revenues 

5 

Affordable Future Capital Investment 

6 

Scenario Analysis 

7 

Ratio Analysis 

8 

Conclusions 


Prepared by INCA Portfolio Managers 5 | P a g e 












Demography 


The Census 2011 Population reflected in the Langeberg IDP is 97 716. 
IPM’s sources reflect the 2015 population as 100 428 which compares 
favourably with the municipalities own estimates of 101 543. Langeberg has 
the second lowest estimated growth rate in the district of 1.0% p.a. 



The Household Income distribution illustrates that the proportion of 
household earning less than R 30 000 p.a. constitute 9%, while 61% of the 
households earn between R 54 000 and R 360 000 p.a. 
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Unlike a classical pyramid with a large base of young people, the Age 
Profile illustrates a larger proportion of people in the working age group. 
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The official Unemployment Rate for 2015 is estimated to be 12.1%, second 
lowest in the district and slightly higher than the official unemployment rate of 
11.3% based on Census 2011. However, the undere mployment is expected 
to be significant, albeit unquantified. 
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Economy 


Manufacturing remains the dominant Economic Sector with 22.9% of the 
output in 2015, followed by Agriculture (22.8%) and Community Services 
(17.6%). 



. 6 % 


1.9% 


■ 1 Agriculture 

■ 2 Mining 

■ 3 Manufacturing 

■ 4 Electricity 

5 Construction 

6 Trade 

7 Transport 

8 Finance 

■ 9 Community services 


The Trade sector is the largest Employer at 23% of total Employment, 
increasing by 64% during a period of 10 years. Community services, Finance 
and Manufacturing are also significant employers, contributing 18%, 17% 
and 16% to employment respectively, while employment in Agriculture has 
declined significantly from more than 8 000 to app. 2 000. 



Proportional growth of 2.0 and 0.8 percentage points respectively was 
experienced in the Agriculture and Transport sector, at the expense of 
proportional decline in output in all other sectors. 


Sector 

2006 


1 Agriculture 

20.8% 

22.8% 

2 Mining 

0.6% 

0.6% 

3 Manufacturing 

24.6% 

22.9% 

4 Electricity 

2.0% 

1.9% 

5 Construction 

4.1% 

4.7% 

6 Trade 

12.9% 

12.8% 

7 Transport 

5.3% 

6.1% 

8 Finance 

12.0% 

10.7% 

9 Community services 

17.6% 

17.6% 


Tourism Spend represents 6% of GVA and exhibited a growing trend over 
the period of 10 years, albeit that a decrease in 2015 was experienced. 
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Household Infrastructure 


The Infrastructure Index is a high 0.88 which, given the high percentage of 
indigent households, could imply that the high level of service may become 
unaffordable in future. 



Growth in Household Formation between 1996 and 2015 was 57%, the 
third highest of the five municipalities in the district. However in absolute 
numbers, the growth of households in Langeberg of 9 639 was the lowest 
during this period. 



By comparing backlogs of sanitation, water, electricity and refuse removal in urban as well as non-urban areas, Langeberg Municipality performed better with 
regards to sanitation and electricity and performed worse with regards to water and refuse removal than the average of all the municipalities in the Cape Winelands 
District. 
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Financial Position 


Langeberg’s Total Debt decreased from R 45.8m in FYE2009 to R21.9 million in 
FYE2016. Following fiscal consolidation since FYE2009 - the Financial Leverage 
also reduced to 7% in FYE2016, from a peak of 15% in FYE2009. The financial 
leverage (gearing) is considered low and reflects conservative approach to 
infrastructure investment. 




Liquidity remains relatively strong despite a decreasing trend to 1.6x at FYE2016, 
from 2.89x at FYE2008. Cash & Cash Equivalents increased to R 104m in 
FYE2016, from R 83m in FYE2015 - notwithstanding the higher Current Liabilities 
recorded in FYE2016. 



Gross Consumer Debtors continued the increasing trend since FYE2009, with a 
concomitant drop in revenue collection levels, from a high of 99% in FY2011 to 
95% in FY2015 - before increasing to 96% in FY2016. 

Although Langeberg exercises good cash flow management, the level of growth in 
Consumer Debtors needs to be reduced with a view of realising optimal payment 
levels which are necessary to continue supporting the municipality’s high level of 
liquidity. 
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Income and Expenditure 




2008 2009 2010 2011 2012 2013 2014 2015 2016 

Total Expenditure Salaries, wages and allowances 

Expenditure electricity services Expenditure water services 

Repairs and maintenance Depreciation 

Interest Paid 


Total Income increased by 14% and 13% to R 529m in FY2015 and R600m in 
FY2016 respectively. This is mainly due to an increase in electricity revenue. 


Total income from own sources was at 71%. The municipality’s revenue 
generating pattern remains the same, with revenue dominated by Electricity 
Services (57%), Property (7%) and Operating Grants (incl. Equitable Share) 
( 11 %). 

Interest Income was low, notwithstanding the relatively high cash balances in 
FY2016, indicating that a better placement of the municipality’s Cash Holdings in 
Short Term Investments is required to yield better returns. 


Total Expenditure continued to grow and amounted to R 548m in FY2016. The 
level of increase was 6%. 

At an increase of 5%, Staff Costs increased below CPI but at a lower rate than in 
FY2015 (7%). This also enabled the low increase in the overall expenditure level. 

Notwithstanding the containment of spending activities, the 23% increase in 
FY2016 with regard to Repairs & Maintenance is expected to contribute towards 
quality of infrastructure service delivery. The reality however is that it is still low at 
3% versus the benchmark of 8%. 

In tandem with Langeberg’s reducing level of indebtedness - Interest Paid has 
tapered off moderately to R 2.9m, but is still at 3% of total expenditure. Interest 
paid includes Landfill sites, Long service awards and Post Employment Health 
Benefits. 
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Cash Flow 


Due to the increased Total Income, Langeberg recorded a Total Net Surplus of 
R 54.5m (R 12.8m - FY2015) in FY2016. 

In line with the revenue dynamics, the municipality’s Cash Operating Surplus 
was moderately lower at R 41.4m in FYE2016 - compared to R 49.8m in 
FYE2015. 



20 - 

0 - 

2008 


2009 2010 2011 2012 2013 2014 2015 


Working Capital (one month opex) 

Funds, Reserves & Trust Funds [Cash Backed] 
Short Term Provisions 
Unspent Conditional Grants & Receipts 
Unencumbered Cash & Cash Equivalents 


2016 



Capex has shown an increasing trend since FY2012, with a substantial increase of 
38% reflected in FY2016. This was mainly due to Capital grant increases for 
Flousing and Waste Water Management. 

Capex was funded largely by Grants and Own Cash, and consequently with a 
smaller impact on the municipality’s Gearing. 



Throughout the years - Langeberg was not able to maintain sufficient Cash 
Holdings necessary to cover Statutory Obligations with respect to Liquidity, except 
for 2016 when it had a surplus of R5.28 m. 

Whilst Unencumbered Cash & Equivalents increased by 25% to R 104m - the 
Cash Coverage Ratio (incl. 1 - month OPEX) notably increased to 1.05x in 
FY2016, from 0.93x in the prior year. The strengthening of the coverage ratio was 
mainly driven by the increase in cash and the decrease in Unspent Conditional 
Grants. 
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Table: Cash Coverage Ratio 

2008 

2009 

2010 

2011 

2012 

2013 

2014 

2015 

2016 

Unencumbered Cash & Cash Equivalents* 

68.50 

96.10 

77.28 

88.20 

73.92 

71.28 

61.20 

82.63 

103.61 

Unspent conditional grants 

6.64 

5.09 

10.36 

8.63 

7.05 

10.05 

4.28 

- 

- 

Shortterm provision 

2.74 

10.27 

13.08 

13.95 

14.16 

13.42 

14.35 

16.55 

19.46 

Funds, Reserves & Trust Funds [Cash Backed] 

56.72 

61.20 

69.53 

59.73 

68.38 

62.88 

49.87 

35.22 

41.09 

Sub TOTAL 

66.11 

76.56 

92.97 

82.31 

89.59 

86.35 

68.50 

51.77 

60.55 

Cash Coverage Ratio (excl Working Capital)** 

1.04 

1.26 

0.83 

1.07 

0.82 

0.83 

0.89 

1.60 

1.71 

WorkingCapital Provision [1 month Opex]*** 

13.27 

17.31 

21.72 

24.12 

28.05 

29.84 

31.56 

36.89 

37.79 

Cash Coverage Ratio (incl WorkingCapital)**** 

0.86 

1.02 

0.67 

0.83 

0.63 

0.61 

0.61 

0.93 

1.05 

Minimum Liquidity Required***** 

79.38 

93.87 

114.69 

106.43 

117.65 

116.19 

100.06 

88.66 

98.33 

Cash Surplus/(Shortfall)****** 

-10.88 

2.24 

-37.41 

-18.24 

-43.73 

-44.91 

-38.86 

-6.03 

5.28 


* Unencumbered cash and cash equivalents = Total cash and cash equivalents-Ceded investments 

** Cash Coverage Ratio (excl Working Capital)=Unencumbered cash and cash equivalents/Total 
*** Total Expenditure-Non cash flow items/12 

**** Unencumbered cash and cash equivalents/(Total + Working Capital provision) 

***** Total + Working Capital Provision 

****** Minimum liquidity required - Unencumbered cash and cash equivalents 
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Outcome of the Independent Financial Assessment 


Despite considerable increases in capex in recent years, Langeberg has continued 
with its de-leveraging process. Gearing has therefore continued to fall and was 7% 
at FYE2016, compared to 15% at FYE2009. 

Current Assets to Current Liabilities constituted a ratio of 1.6x at FYE2016, down 
from 2.9x at FYE2009 - mainly as a result of the relatively lower Cash Position 
recorded in the year under review compared to the previous year. Nonetheless, 
the Current Ratio still remains relatively strong against a benchmark of 1.5 to 2.0. 
Langeberg’s payment level continued to be at the benchmark of 95% and higher 
since FYE2011 when it was 99%. The financial year ending 30 June 2015 saw the 
level reducing down to 95%, but increased thereafter to 96%. Revenue collection 
has consequently caused relatively higher growth in Gross Consumer Debtors 
which needs attention. 

Langeberg recorded a significant increase of 15% in Government Grants. This 
resulted in a 13% increase in Total Income to R 548 million. Since the capital 
grants were linked to projects, Langeberg managed to post a Total Surplus of 
R 52.4 million in FY2016, higher than FY2015’s R 12.8 million. This achievement 
by Langeberg under difficult circumstances demonstrates the municipality’s 
prudent financial management in containing expenditure well within revenue 
generating resources. 

Total Expenditure increased by only 6%, which also contributed to the Total 
Surplus in the FY2016. 

The acceleration (38%) in capital expenditure in FY2015 was R 20 million. Total 
capital expenditure was R72.5m in 2016. As anticipated, funding for the capex was 
largely (64%) dominated by Government Grants, with Own Funds and Sale of fixed 
Assets representing 25% and 6% respectively in FY2016. Capex was financed via 
a Funding Mix which had little impact on the municipality’s Gearing. 

The Long Term-Non Interest Bearing Liabilities (NIBL) decreased by 1% to R 108 
million at FYE2016, from the prior year. The lower rate of increase in NIBL is a 
great improvement compared to the 44% recorded in FYE2015. Short Term 
Provisions increased significantly (18%) from the prior year and totalled R 19.5 
million at FYE2016. However, due to the increased cash, the Minimum Liquidity 


Required for Statutory Obligations improved. Hence, the Cash Coverage Ratio 
strengthened further to 1.13x at FYE 2016, from 1.02x at FYE2015. It was 0.65 at 
FYE2014. 

Langeberg showed good efficiency levels with regard to the municipality’s 
electricity and water sales, with distribution losses of 6.6% and 12.3% respectively, 
well within the National Treasury benchmarks. Electricity Operating Margins were 
at 22% in FY2016, which is slightly lower than the previous 3 years at 25%. The 
margins are significantly higher than the National Treasury norm of 0 - 15%. It is 
positive to note that the higher margins were due to improved efficiencies and not 
exclusively due to tariff increases, as Annual Electricity Revenue showed a 
slowdown in growth rates of 14% and 9% respectively for FYEs 2015 and 2016. 
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Key Strengths and Challenges 


Strengths 

❖ Liquidity remains relatively strong at a ratio of 1.6 notwithstanding a 
decreasing trend 

❖ Very low debt levels (7% in 2016) 

❖ Improvement in Cash and cash equivalent levels 

❖ Total income increased substantially more than inflation in both 2015 and 
2016 (14% and 13% respectively) 

❖ Total expenditure increased in line with inflation in 2016 

❖ Cash holdings covered Minimum Liquidity Requirements (Statutory 
Holdings + 1 month working capital) marginally in 2016 for the first time in 
recent years 


Challenges 

❖ High reliance on electricity sales at over 50% of total revenue 

❖ Repairs and maintenance still low at 3% versus benchmark of 8% of Total 
Expenditure 


Prepared by INCA Portfolio Managers 15 | P a g e 



1 

Planning Process 

2 

Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 

Updated Historic Financial Assessment 

4 

Future Revenues 

5 

Affordable Future Capital Investment 

6 

Scenario Analysis 

7 

Ratio Analysis 

8 

Conclusions 


Prepared by INCA Portfolio Managers 16 | P a g e 











Municipal Revenue Risk Indicator (MRRI) 


Langeberg has a R 6.7 billion economy (constant 2010 monetary terms). Its 
average economic growth rate during the past 5 years of 3.0% p.a. 
exceeded the average population growth of 1.1% p.a. for the same period. 
The Economic Risk component of the MRRI for Langeberg compares 
favourably with that of the other municipalities in the Cape Winelands 
District. 



GVA Growth Rate 

• Witzenberg * Drakenstein a Stellenbosch a Breede Valley o Langeberg 


Compared to the other municipalities in the district the percentage of 
households in Langeberg earning less than R30 000 p.a. is comparable to 
that of Witzenberg but less than the other municipalities. The unemployment 
rate is a moderate to high 11.4%. These factors combine to provide a 
moderate Household Ability to Pay Risk component of the MRRI. 
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The Economic Risk and Household Ability to Pay Risk combine to a resultant 
Municipal Revenue Risk Indicator (“MRRI”) of Medium to Low. 
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Between 2008 and 2015, an increase in the Real GVA per Capita resulted 
in an intuitively expected increase in the Real Municipal Revenue per 
Capita. In 2016 the Real Municipal Revenue per Capita increased albeit 
against a decline in Real GVA per Capita. It is unlikely that real revenues per 
capita can increase significantly in future without a structural change in the 
economy. 
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A comparison of the Average Household B/7/for the Middle Income Group 
of a selected number of municipalities in the WC, based on the 2016/17 
tariffs reveals that Langeberg is at the bottom end of the range. 
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In 2016 the Real Revenue per Capita exceeds the expected amount for the 
Real GVA per Capita as researched by Schoeman 2 . In real terms the 
projected revenue per capita in 2026 is less than the revenue per capita in 
2016. This provides comfort in the light of the proportional growth of indigent 
households. 



2 Fiscal Performance of Local Government in South Africa - an Empirical Analysis) Niek 

Schoeman; UP 22 July 2011; https://editorialexpress.com/cgi- 
bin/conference/download.cgi?db_name=IIPF67&paper_id=40 
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Future Nominal Revenue (excluding Grants) is growing at an average rate 
of 7.6% p.a. This is a combination of (i) tariff increases (ii) increased sales 
and (iii) additional revenue sources. 


REVENUE (excl. Grants) Rm p.a. 



i^oocno<-ir\im’Ni-LnuD 

I^H^HfNfNfNfNfNfNfN 

OOOOOOOOOO 

fNC\l(N<NC\lfN(Nf\l(NrN 


Real GVA per Capita shows a gradual increase during the 10-year period, 
and the Real Revenue per Capita for the municipality a marginal decline, 
but still above R 3 000 p.a. 
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Capex Affordability and Funding 


Total 10-year Capex Demand = R 2 711 million 

Total 10-year Capex Affordability = R 536 million 

The Capex Demand consistently exceeds the Capex Affordability as illustrated 
in the Graph below. 

IPM’s model accommodated the intended capex funding mix for the MTREF 
period of 3 years to 2018/19, viz. no Borrowing, Internally Generated Funding 
of R 104.2 m and Capital Grants of R 63.0 m. The availability of grants to 
serve a growing indigent population needs to be assessed in the face of the 
prevailing fiscal constraint. 

The MTREF capex budget of the municipality is financially feasible, but will 
place a strain on the liquidity level. Consequently the municipality will not be 
able to achieve its minimum required liquidity level to cater for unspent 
conditional grants, short term provisions, and 1 month working capital and will 
not have the resources to fund a dedicated Capital Replacement Reserve 
(“CRR”) during the MTREF period. 

I PM also considered an Alternative Scenario (“Alternative Funding Mix”) in 
which the funding mix during the MTREF period is amended by funding the 
same capex with a larger proportion of External Financing, viz. Borrowings R 
70.0 m, Internally Generated Funding R34.2 m and Grants R63.0 m. This 
more balanced funding mix results in an improvement of the liquidity level as 
illustrated later in this report. 


Capex Affordability vs Demand 




2017 

2018 

2019 

2020 

2021 

2022 

2023 

2024 

2025 

2026 

h Future Capex 
Demand 

202 

214 

231 

241 

257 

274 

293 

312 

333 

354 

^^^Future Affordable 
Capex 

53 

61 

53 

27 

28 

29 

34 

67 

87 

97 


10-YEAR ESTIMATED FUNDING SOURCES 


Source 

Base Case 

% 

Altn. 

Scenario 

% 

New Loans 

R 128 

23.9% 

R 169 

33.1% 

Own Cash 

R 127 

23.8% 

R 62 

12.1% 

Grants 

R 281 

52.3% 

R 281 

54.8% 

Other 

R0 

0.0% 

R0 

0.0% 

Total 

R 536 

100.0% 

R 512 

100.0% 


The capital contribution from private developers was not modelled, although 
this may become a source of funding in future. In the Base Case almost 24% 
of capex funding is sourced from Internally Generated Funding and in the 
Alternative Scenario this reduces to half of that. 
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Funding Mix 


The capital funding mix for the Base Case reflects the MTREF budget for the 
first 3 years, whereas the funding mix in the Alternative Scenario is amended 
during the MTREF period in favour of accessing a greater proportion of 
External Funding. 


Base Case: 


FUNDING OF FUTURE CAPITAL INVESTMENT 
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Alternative Scenario: 


FUNDING OF FUTURE CAPITAL INVESTMENT 
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45 

50 

w Existing Loans 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 



Liquidity 

Base Case: 


Liquidity- & CRR 



cnV 






'V 


nr nr n> 

l Liquidity Reserve 
Additional Cash / [Overdraft] 


r!\ nft' 


or 


<$> 

nr or or 


CRR 

•Total Cash Reserves 


Alternative Scenario: 


Liquidity- & CRR 



Liquidity Reserve CRR 

Additional Cash / [Overdraft] ^^"Total Cash Reserves 


In the Base Case, Cash is virtually depleted by 2019, resulting in a liquidity 
gap of -R71 m. In the Alternative Scenario a cash balance of approximately 
R60 million is available in 2019, reducing the liquidity gap to -R19 m. In both 

Prepared by INCA Portfolio Managers 22 | P a g e 














































































scenarios a period of consolidation is required to build up liquidity after 
2018/19 before borrowing and own cash can be accessed again to invest in 
PPE in 2022/23. 

Capital replacement Reserve (“CRR”) 

The model allows for the funding of a CRR at varying rates of the depreciation 
charge as presented below. The existing (2016) R35.2 million CRR is whittled 
away fast and sufficient cash is generated only by 2023 to commence funding 
a CRR again. This is illustrated for the Base Case below. 



30 


20 J 

«! 

10 £ 

u 

5 

0 




r\\ rCV r\V> rTJ 
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□ CRR Balance □ Funding of CRR 
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Scenarios 


Realistic Upside and Downside Scenarios were compared to the Base Case and 
Alternative Scenarios. 


ASSUMPTIONS 


Projected GVA Growth Rate p.a. 

Projected Population Growth Rate 

Year when structural change in salaries & 
wages is implemented 

Structural change in salaries and wages in 
2016 


BASE ALTERN. 

CASE SCENARIO 


2.3% 


2.3% 


0.9% 0.9% 


2020 


2020 


0 . 0 % 0 . 0 % 


UPSIDE 


3.8% 


1 . 0 % 


2020 


- 1 . 0 % 


DOWN¬ 

SIDE 


1 . 2 % 


1 . 2 % 


2020 


1 . 0 % 


Cost Factor of Salaries & Wages 
Cost Factor on Electricity Services 
Cost Factor on Water Services 
Cost Factor on Repairs & Maintenance 
Cost Factor on General Expenses 
Collection Rate 


1.0 

1.0 

1.0 

1.0 

1.0 

96.0% 


1.0 

1.0 

1.0 

1.0 

1.0 

96.0% 


1.00 

1.00 

0.95 

1.00 

0.95 

97.0% 


1.05 

1.05 

1.00 

1.00 

1.00 

94.0% 


OUTCOME 

BASE 

CASE 

ALTERN. 

SCENARIO 

UPSIDE 

DOWN¬ 

SIDE 

Average annual % increase in Revenue 

7.6% 

7.6% 

7.6% 

7.8% 

Surplus accumulated during 10 years 

-61 

-79 

57 

-681 

10-year cash from operations after debt 
service 

232 

140 

306 

-197 

10-year LT Debt Raised 

128 

169 

216 

0 

10-year capital investment programme 

536 

512 

635 

392 

Cash investments after 10 years 

190 

180 

287 

-404 


The only difference in input variables for the Alternative Scenario is the capital funding mix 
for the 3-year MTREF period that was amended as discussed earlier in this report. 


For the 10-year period, the Accumulated Surplus will only be positive for 
the Upside Scenario. Cash from Operations ranges between -R 197 m 
and R 307 m. The cash position after 10 years is healthy (R 287 m) in the 
Upside but negative (-R 404 m) in the Downside. The great variation of 
outcome for a realistic combination of input variables, demonstrates the 
need to manage the municipality’s finances with care and discipline. 

The probability outcome of a Monte Carlo Simulation on the 10-Year 
Cash after Debt Service and 10-Year Capital Investment Programme is 
illustrated below. There is a 80% probability that the Capital Programme 
will be less than app. R 491 million and an approximately 20% probability 
that the cash generated after debt service will be negative. 

Cumulative Probability Outcome of Monte Carlo Simulation 



-200 0 200 400 600 800 1 000 

Value R million 


Capital Investment during Planning Period 
^^—Cash from Operations during Planning Period 


Please refer to Annexure 2 in which we analysed a second Alternative 
scenario, based on increased access to borrowings and a more optimistic 
revenue forecast. 


Prepared by INCA Portfolio Managers 25 | P a g e 






































































1 

Planning Process 

2 

Updated Perspectives (Demographic, Economic, Household Infrastructure) 

3 

Updated Historic Financial Assessment 

4 

Future Revenues 

5 

Affordable Future Capital Investment 

6 

Scenario Analysis 

7 

Ratio Analysis 

8 

Conclusions 


Prepared by INCA Portfolio Managers 26 | P a g e 

















Predicted Ratios 


The Base Case predicted ratios are presented below. Although the model is not programmed to measure the ratios as required by National Treasury in all instances, it does 
provide comfort that the municipality is sustainable in future - on condition that it operates within the assumed benchmarks set in the financial plan. 


RATIO 

ncALin t 

NORM 

2016/17 

2017/18 

2018/19 

2019/20 

2020/21 

2021/22 

2022/23 

2023/24 

2024/25 

2025/26 

Liquidity Ratios 












Standard Liquidity Ratio 

2 : 1 

1.4 : 1 

1.0 : 1 

0.8 : 1 

0.9 : 1 

1.1 : 1 

1.2 : 1 

1.4 : 1 

1.5 : 1 

1.6 : 1 

1.6 : 1 

Quick Liquidity Ratio 

2 : 1 

0.8 : 1 

0.3 : 1 

0.1 : 1 

0.3 : 1 

0.4 : 1 

0.6 : 1 

0.8 : 1 

0.9 : 1 

1.0 : 1 

1.0 : 1 

Minimum Liquidity Level 

1 : 1 

1.6 : 1 

0.6 : 1 

0.2 : 1 

0.4 : 1 

0.8 : 1 

1.3 : 1 

1.7 : 1 

2.0 : 1 

2.3 : 1 

2.3 : 1 

Overdraft to Total Income 

0 

0% 

0% 

0% 

0% 

0% 

0% 

0% 

0% 

0% 

0% 

Operational Ratios 












Accounting Surplus 

>0 

-12 

-10 

0 

8 

16 

26 

33 

35 

36 

35 

Cash Operating Surplus 

>0 

38 

48 

65 

74 

82 

91 

99 

108 

118 

127 

Repairs and Maintenance to Total 
Expenditure 

7.0% 

3% 

3% 

3% 

3% 

4% 

4% 

4% 

4% 

4% 

3% 

Consumer Collection Levels (incl. 
Fines) 

>95% 

93% 

91% 

91% 

91% 

91% 

91% 

91% 

91% 

91% 

91% 

Staff Costs 

25% - 40% 

30% 

30% 

31% 

31% 

31% 

31% 

31% 

31% 

31% 

30% 

External Gearing Ratios 












External Loan Liability Paid 

Coverage Ratio 

2 : 1 

3.3 : 1 

3.9 : 1 

7.0 : 1 

12.8 : 1 

18.1 : 1 

22.6 : 1 

20.8 : 1 

8.4 : 1 

4.6 : 1 

3.0 : 1 

External Interest and Capital Paid to 
Total Expenditure 

7.5% 

1% 

1% 

1% 

0% 

0% 

0% 

0% 

1% 

2% 

2% 

External Gearing Ratio 

40.0% 

4% 

3% 

2% 

2% 

2% 

1% 

1% 

4% 

8% 

11% 
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Conclusions 


Revenues 

The forecast Real Revenue per Capita is approximates the expected revenue per 
capita based on research done for municipalities with similar size economies and 
population sizes. Compared to a selection of municipalities in the Western Cape 
the household bill for a basket of services features close to the bottom end of 
those municipalities. The economy of Langeberg has demonstrated resilience in 
that the recent (5-year average) economic growth rate exceeded the population 
growth rate. This results in a Municipal Revenue Risk Indicator (MRR) of “Medium 
to Low”. 

The trend of the municipality’s MTREF revenue budget growth is flatter (4% p.a.) 
than the revenue growth actually generated during the past 5 years (13% p.a.). We 
have therefore recalibrated our model resulting in revenues in the 2016 estimate 
that are lower than the 2015 estimate. See graph below. 


2015 and 2016 Comparative Revenue Forecasts (excl Grants) 



Base Case 


The Base Case Outcome for 2015 and 2016 (Base- and Alterative Scenarios) are 
compared in the table below: 


Description 

2015 

Estimate 

2016 

Estimate 

2016 

Altn. 

Estimate 

Average annual % increase 
in Revenue 

9.4% 

7.6% 

7.6% 

Surplus accumulated 
during 10 years Rm 

332 -61 -79 

10-year cash from 
operations after debt 
service Rm 

342 

232 

140 

10-year LT Debt Raised Rm 

385 128 169 

10-year capital investment 
programme Rm 

989 

536 

512 

Cash investments after 10 
years Rm 

144 190 180 


The 10-year periods for the 2015 and 2016 estimates differ and it is difficult to 
make direct comparisons. 

Due to the incremental adjustments made each year on the model based on the 
latest financial, demographic and economic information we always place more 
reliance on the latest outcome, i.e. 2016 Estimate. Change in Non-Interest Bearing 
Liabilities and Impairments are reason for the negative Accumulated Surplus in the 
latest estimates. In all instances the Cash Position at the end of the 10-year period 
is positive and covers the minimum liquidity requirements. 
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Funding Sources 


It is estimated, based on the experience to date that the proportional reliance on 
Capital Grants will dominate. Whereas the liquidity position of the municipality is 
satisfactory at the moment this may deteriorate rapidly if Internally Generated 
Funding is used to invest in PPE. The Alternative Scenario provides a more 
balanced funding mix.. 


Source of 
Funding (R 
m) 

2015 

Estimate Rm 

2016 

Estimate Rm 

2016 Altn. 
Estimate 

Rm 

New Loans 

385 

39% 

128 

24% 

169 

33% 

Own Cash 

326 

33% 

127 

24% 

62 

12% 

Grants 

278 

28% 

281 

52% 

281 

55% 

Other 

0 

0% 

0 

0% 

0 

0% 

TOTAL 

989 

100% 

536 

100% 

512 

100% 


Note: The 10-Year periods differ for the three Estimates and can only provide an 
indication of changes among them. 


The strained liquidity situation and the limited amount of external financing 
accessed will result in future gearing, i.e. LTL / Total Income, to be well within the 
benchmark of 30% for both the Base Case as well as the Alternative Scenario. 
Increased future capex can only be achieved by an increase in revenue and/or 
saving on expenditure. 
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Review of Recommendations made in 2015 


Refer to p. 46 - 51 of the Long Term Financial Plan (2015). 


NO. 

RECOMMENDATION 

COMMENT 

1 

Consider establishing a Social Housing 
Association 

Remains valid. This would allow the provision and operation of housing to be attended to off-balance sheet. During the 
discussions of the LTFP last year, the question was raised whether such an association is viable. We recommend a 
specific discussion on the usefulness of the concept. 

2 

Translate the Municipality’s Vision 
Spatially 

Remains valid. A draft SDF was prepared and a revised framework must still be adopted by Council. 

3 

Advocate for Support to Control Influx of 
Indigents 

Ongoing. 

4 

Adopt a Municipal Viability Framework 

The municipality measures certain KPA’s and it may be prudent to extend the ratio analysis to the Viability Framework 
proposed in the LTFP report of 2015. 

5 

Determine the Accuracy of its Asset 
Registers 

Remains valid. 

6 

Adjust Repairs and Maintenance Budget 
Upwards 

Remains valid. Currently R&M as a percentage of PPE is 3%. 

7 

Closely Monitor the Outcome of its 

Capital Funding Strategy 

Remains valid. We believe that it would be prudent to use less Cash in favour of increasing Borrowings to improve 
liquidity during the MTREF period until 2018/19 

8 

Allocate Proceeds of the Disposal of 
Assets to CRR 

Remains valid for consideration. 

9 

Asses and Mitigate Against the Risk as 
Sole Electricity Distributor 

Remains valid. Calls for net metering have already been received from a member of the public. 

10 

Adopt a Liquidity Policy 

A Liquidity Policy as annexed to the IDP2016/17 may enhance the policy environment of the municipality. 

11 

Adopt a Borrowing, Funds and 

Reserves Policy 

The municipality does have a Funding and Reserve Policy, which may be enhanced by the pro-forma policy proposed in 
our report of 2015, as annexed to the IDP2016/17. 
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Concluding Remarks 

1. The municipality demonstrated the ability to record a relatively healthy Liquidity Ratio, but it is important that the declining trend should be stabilized and this is 
possible if a more balanced funding strategy of infrastructure is followed. 

2. There seems to be a reliance on electricity sales as a source of revenue as it is exceeding 50% of total revenue. This may become a risk in an environment of high 
energy costs and alternative sources of energy. 

3. The fact that the average household bill for the middle income group in Langeberg is of the lowest of all municipalities in the Western Cape, indicates that other 
sources of potential income could be called on to underpin revenue. 

4. The forecast Real Revenue per Capita approximates the expected revenue per capita based on research done for municipalities with similar size economies and 
population sizes. It is unlikely that Real Revenue per Capita can increase significantly in future without a structural change in the economy. 

5. The municipality’s gearing level is far below the benchmark of 30% but the liquidity levels will become compromised if the capital funding mix as proposed in the 
2016/17 to 2018/19 MTREF is implemented. The municipality should safeguard its liquidity by proportionally increasing Borrowings and decreasing utilisation of 
Internally Generated Funding. 

6. A Scenario Analysis demonstrates that a great variation of outcomes for a realistic combination of input variables for the Base Case, Alternative Base Case, Upside 
and Downside Scenarios is possible. This requires hands-on, strict and disciplined financial management to avoid a negative outcome in future. 



LANGEBERG 

MUNISIPALITEIT MUNICIPALITY MASIPALA 

PEOPLE AT THE CENTRE OF DEVELOPMENT 
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ANNEXURE 1: PROJECTED STATEMENTS 


STATEMENT OF FINANCIAL PERFORMANCE 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

R '000 000 

2016/17 

2017/18 

2018/19 

2019/20 

2020/21 

2021/22 

2022/23 

2023/24 

2024/25 

2025/26 

Revenue 

Property rates 

43.59 

46.93 

50.27 

54.24 

58.58 

63.33 

68.52 

74.21 

80.44 

87.28 

Operational Grants Recognised 

74.46 

77.33 

82.98 

88.71 

94.92 

101.66 

108.98 

116.93 

125.59 

135.00 

Income electricity services 

324.77 

344.90 

365.25 

391.55 

420.13 

451.22 

485.06 

521.93 

562.11 

605.96 

Income water services 

42.14 

44.75 

47.39 

51.14 

55.23 

59.70 

64.60 

69.96 

75.83 

82.28 

Agency Services 

3.35 

3.57 

3.82 

4.12 

4.45 

4.81 

5.20 

5.63 

6.10 

6.62 

Other service charges and income 

82.75 

93.94 

107.72 

116.82 

126.20 

135.80 

145.57 

155.43 

165.29 

175.04 

Total Revenue 

571.05 

611.42 

657.43 

706.57 

759.50 

816.51 

877.92 

944.08 

1 015.37 

1 092.19 

Expenditure 

Salaries, wages and allowances 

- 183.30 

- 193.84 

- 207.12 

- 221.41 

- 236.64 

- 253.11 

- 270.91 

- 290.18 

- 311.03 

- 333.62 

Expenditure electricity services 

- 254.72 

- 267.01 

- 276.77 

- 299.10 

- 320.83 

- 344.41 

- 370.04 

- 397.90 

- 428.20 

- 461.19 

Expenditure water services 

- 4.02 

- 4.26 

- 4.52 

- 4.87 

- 5.22 

- 5.61 

- 6.04 

- 6.50 

- 7.00 

- 7.54 

Repairs and maintenance 

- 18.57 

- 19.57 

- 20.68 

- 22.24 

- 23.85 

- 25.60 

- 27.49 

- 29.55 

- 31.80 

- 34.24 

General expenses 

- 73.81 

- 77.85 

- 82.24 

- 85.02 

- 91.03 

- 97.54 

- 104.59 

- 112.24 

- 120.55 

- 129.57 

Total Expenditure 

- 534.41 

- 562.54 

- 591.33 

- 632.64 

- 677.57 

- 726.26 

- 779.07 

- 836.37 

- 898.57 

- 966.15 


EBITDA 

36.63 

48.88 

66.10 

73.93 

81.93 

90.25 

98.85 

107.72 

116.80 

126.04 

Interest on Long Term Debt 

- 2.85 

- 2.37 

- 1.78 

- 1.38 

- 1.21 

- 1.06 

- 1.28 

- 4.65 

- 9.60 

- 14.84 

Interest BB/[OD] 

3.84 

- 1.12 

- 4.74 

- 6.67 

- 4.78 

- 2.05 

- 1.82 

- 1.52 

0.01 

0.45 

Depreciation 

- 33.75 

- 35.19 

- 36.10 

- 35.62 

- 35.20 

- 34.89 

- 34.85 

- 36.52 

- 39.14 

- 42.17 

Surplus/Deficit 

3.86 

10.20 

23.49 

30.26 

40.74 

52.25 

60.90 

65.02 

68.07 

69.47 
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STATEMENT OF FINANCIAL POSITION 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

R '000 000 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun- 

30-Jun-26 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Current Assets 

Receivables 

68.19 

73.01 

78.50 

84.37 

90.69 

97.50 

104.83 

112.73 

121.24 

130.42 

Investment for Liquidity 

52.14 

20.17 

3.58 

20.54 

44.44 

75.80 

104.44 

130.27 

144.97 

161.67 

Investment for CRR 

17.62 

8.81 

4.41 

2.20 

1.10 

0.55 

7.25 

12.75 

18.12 

23.82 

Other Encumbered Investments 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

Cash in Bank 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.18 

6.96 

4.60 

Non-Current Assets 

Property Plant & Equipment 

615.04 

641.12 

657.69 

648.99 

641.47 

635.73 

635.07 

665.42 

713.24 

768.42 

Investment Property 

27.24 

27.24 

27.24 

27.24 

27.24 

27.24 

27.24 

27.24 

27.24 

27.24 

Total Assets 

780.23 

770.35 

771.42 

783.35 

804.95 

836.81 

878.83 

948.60 

1 031.78 

1 116.17 












Current Liabilities 

Creditors 

80.33 

84.56 

88.89 

95.10 

101.85 

109.17 

117.11 

125.72 

135.07 

145.23 

Bank Overdraft 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

ST Non-Interest Bearing Liabilities 

15.55 

17.89 

20.59 

23.72 

27.35 

31.56 

36.45 

42.14 

48.75 

56.45 

Non-Current Liabilities 

LT Interest Bearing Liabilities 

22.54 

18.56 

15.16 

13.17 

11.51 

9.87 

11.06 

37.33 

75.49 

115.11 

LT Non-Interest Bearing Liabilities 

66.73 

76.73 

88.32 

101.75 

117.31 

135.38 

156.36 

180.75 

209.13 

242.18 

Accumulated Surplus & Reserves 

595.08 

572.61 

558.47 

549.62 

546.93 

550.84 

557.85 

562.66 

563.33 

557.20 

Total Liabilities 

780.23 

770.35 

771.42 

783.35 

804.95 

836.81 

878.83 

948.60 

1 031.78 

1 116.17 
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CASH FLOW STATEMENT 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

R '000 000 

2016/17 

2017/18 

2018/19 

2019/20 

2020/21 

2021/22 

2022/23 

2023/24 

2024/25 

2025/26 

Cash In 

Surplus / [Deficit] 

3.86 

10.20 

23.49 

30.26 

40.74 

52.25 

60.90 

65.02 

68.07 

69.47 

Add Depreciation 

33.75 

35.19 

36.10 

35.62 

35.20 

34.89 

34.85 

36.52 

39.14 

42.17 

Deduct Impairment 

- 38.09 

- 40.88 

- 43.96 

- 47.26 

- 50.82 

- 54.65 

- 58.78 

- 63.22 

- 68.00 

- 73.14 

Proceeds from Sale of Assets 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

Capital Grants 

21.82 

20.55 

20.62 

24.71 

26.58 

28.59 

30.76 

33.09 

35.59 

38.29 

Other Capital Contributions 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

LT Debt Raised 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

3.16 

30.16 

45.00 

50.00 

Total Cash In 

21.35 

25.06 

36.24 

43.33 

51.70 

61.08 

70.90 

101.58 

119.81 

126.79 

Cash Out 

Invest in PPE 

- 53.24 

- 61.26 

- 52.67 

- 26.92 

- 27.68 

- 29.14 

- 34.20 

- 66.87 

- 86.97 

- 97.35 

Invest in Cash Backed Reserves 

- 44.47 

8.81 

4.41 

2.20 

1.10 

- 28.67 

- 32.71 

- 18.46 

- 20.06 

- 22.41 

Working Capital 

1.48 

- 0.59 

- 1.17 

0.34 

0.43 

0.51 

0.60 

0.71 

0.84 

0.99 

LT Debt Repaid 

- 3.57 

- 3.98 

- 3.40 

- 1.99 

- 1.66 

- 1.64 

- 1.97 

- 3.90 

- 6.83 

- 10.39 

Total Cash Out 

-99.79 

-57.03 

-52.83 

-26.37 

-27.81 

-58.94 

-68.27 

-88.51 

-113.02 

-129.15 
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ANNEXURE 2: POSITIVE OUTLOOK ALTERNATIVE 2 


IPM also investigated an Alternative 2 scenario in which the growth of future 
projected revenues is not limited by the conservative approach followed by the 
municipality in its MTREF budget, and where the capital funding mix is amended in 
favour of borrowings as opposed to the use of internally generated funding. The 
outcome is presented in the table and graphs below. 


Sources of Funds 

Amount 

Rm 

% 

New Loans 

R 329 

43.7% 

Own Cash 

R 137 

18.1% 

Grants 

R 288 

38.2% 

Other 

R0 

0.0% 

Total 

R 754 

100.0% 


The total 10-year capital programme increases to R754 million of which 44% is 
sourced from External Financing. (Base Case R536 million and Alternative 1 R512 
million). 



Liquidity improves and the gap between the minimum required liquidity and the 
cash balance is a negligible -R2.4 million. 
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Total Cash Reserves 


Future cash surpluses are available to fund a cash backed CRR, from 2020 
onwards, at an increasing percentage of the Depreciation Charge per year. 
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Thank you 

Tel: +27 [0]11 202 2210 
Fax: +27 [0]11 202 2231 

Unit FI 4, Pinewood Square 
Pinewood Office Park 
33 Riley Road 
Woodmead 




